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The pet l t lonera,  husband and wl fe,  res lded ln rndla dur lng the tg, (  pcr lods

ln lesue wlrl le the husband rae on asslgnnent as an empJ.oyee of the Unlted states

Departnent of Agrlculture. They claimed I'currency excl.range losert deductlons on

thler 1970 hnd 1971 Dlstrlct of Colunbia lndlvl<tual lncomc talc returns because

t l rey were requi red,  pr lor  to  naklng local  expendl turea,  to  conver!  t l re l r

Unlted Statcs currency lnto nrpees at an rmfavorable rate of exchange. The

respondent dlsallowed these deductlons and deteruLned lncorne tax deftclencles

agalnst  thc pet l t lonera ln  the arpunts of  $284.03 and $150.01 for  the reepect lve

calendar years. This appeal to thc Tax Drvrslon fouo".d.V

I1te sole lesue lnvolved ln thls caac ls whecher thi petlttonera are

ent l t led to dcduct  on thc i r  Dlst r lc t  o f  ColumbJa lndlv ldual  lncoroe tax returns , ,curreucy

exclrange" losaee ruetained then by realon of the Unlted States Covernnentra

requlreoent tlrat ltr employccr ln India covcrt their dollare to be cxpendcd ln Indla

lnto rupcee nt rrcootrolled" ratce of exchange rather than st the nore

favorablc "frcc rnttketrt ratc of cxchonge nrollable on the black uerket.

r

ILl
Jurlrdlctlon tr bercd upon D.C. Code 1973, t|l-Llg3.
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l ' l r td ln$s of  Lact

Pct l t toners,  Char lee l { .  and Cordcl la  l l  .  Put tkar ' r i rcr  of  2899 Audtrbon

Terrace'  l { . t i .  |  1n thc Dist , r lc t  o f  Columbla,  lJved ln l ic rv  Dct l r l ,  l r rd la,  f  rom

July '  1969'  unt l l  Hay,  1973.  Drr ln6 th ls  per lod l l r .  Pur tkarmrer  hras an

eaployec of  the I lepar tment  of  Agr lcu l ture on loan to the Agency for  In ternat lonal

Development .

A condl t lon of  Mr.  Put tkanroer ts  enployment  tas that ,  beglnnlng September 2,

1959r a l l  purchasea on tbe local  rnarket  by l rc  ond h le fanl ly  be uade wl th In, lJan

rupees.  Fur theroore,  the pet l l loners nere requl red to exchange a l l  t tdo l lar

lnstmrnents"  through the caehler  at  the.U.S.  I i rnbassy or  at  other  daelgnated u.S.

Governnent  fac l l l t les.  Ihe rate of  exchangc at  U.S.  fact l l t leg was eet  by

agreenent between the tw,o countrl.es, and to the petlt lonerst chagrln, tr8!r

cpnglderably less favorable than tlre rate used by the numeroua black market

vendorg found throughout New Delhl. A dollar wae rorth only 7.6 ntpees at the

"controlledfi rate aa @npared to the approxlmately 12 rupees lt would conuand on

the b lack urarket .

A11 nrpeee obtalned by the petlt loners at thc unfavorablc rate of exchange

eere used to pay for pereonal expenses, i.e. for fooO, hor.rsehold employees, and

pereonal trlpg

Oe1nl_on

Petlt loners, beceuae they were regulred to exchange "dollar instrumentg"

for rupeea at the "controlled" rate of exchange rather than belng pernltted to
2 l

utlllze the uore favorable rates on the black market, clain that they have

euetalned losses repreccnted by the dlfferencc between thoee rate6 of cxchange.

In thelr  pet l t lon, wtr lch fat ls to cl te any D.C. Code provlelons, the

pctltlon€re contend thst thc deductlons ln lseue nay bc eupported elther ar

r neceaery srd ordinary bualneea expenas undcr 26 U.S.C. 162(a);  ae o loar unt ler

zl
In  thel r  ora l  orgunent ,  chc pet l t loners daacr lbcd thc Doncy cxchango

verrdore as a blocl narkct. Rerpondent. anong ocher thl,nge, lrae urgcd tltot
conglderatlon of the more favorabJc exclrange rate fron thlo l l legrl narkot to
bc controry to publ lc  pol lcy.  The Court ,  hcuevcr ,  Cocr  n. r t  bal two l t  nocecrary
to dcctde the te 'Bue lu th la cr lc  upon a publ lc  pol lcy bar l r .
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26  U .S .C .  165 (c )  ( , t ) .  o r  o$  a r r  cxpensc  f  o r  t he  p r  oduc t l on  o f  l ncoma un rJ t . r
3 l

2 6  U . S . C .  2 f 2 ( 1 ) .  T t r e  r c l c v a n !  c o r r c s p o n d l n g  D . C .  C o d e  p r o v l s l o n e  t o

t l r o s e  c l t e d  b y  t h e  p e t l t l o n e r s  8 r c  6 e c t l o n a  4 7 - 1 5 5 7 ( a ) ( l )  o n d  4 7 - 1 5 5 7 h ( a )

(4 )  (A )  &  (B )  w l r l ch  B ta te  l n  pc r t l nen t  pa r t .  as  f< ; l l o r , r s  :

t 47 - f557b (a )  Deduc t l ons  a l l oued

The fol. lowlng deductlons shall be al l.owcd frorn gross lncome ln
conputlng net Incomc:
(1)  Expenses.  Al l  the ord lnary and necessjary expenscs pald or

.  lncurred dur lng the taxable year  ln  carry lng on.  any t rade or
buslness *  *  *

$47 -1557b (a )  (a )  Losscs .

Lossee susta lned dur lng the toxable year  and not  compensated for  by
lnsurancc or  otherwlse (A)  l f  lncurred 1n a t rade or  business;  or

'  (B)  l f  lncurred Ln any t ransact lon entered ln to for  che product lon or
col lect lon of  lncqne *  *  *

I t  ls  a wel l  eet t led pr lnc lp le of  tax law that  tan deduct lons are a l lowable

only by s letute.  As etated by Judge Roblneon 1n the recent  caee of  t - t ! t l "_v. -

D l o t r l c t  o f  C o l u u b l a , 4 6 1  F . 2 d  1 2 1 5 ,  L 2 2 5 , 1 4 9  U . S . A p p . ,  D . C . 1 2 9 , 1 3 9  ( 1 9 7 2 ) .

.lt la for the leglslature to subject or to lununlze lncome
frm taxatlon, and to select the nethods for dolng ao. * 't * A
deductlon 'tdependa upoo leglelatlve grace; and only ae there la
clear provislon therefor can eny partlcglar deductlon be allorred.
[Quot lng froo Ner Colontal  Icc Co. v.  Helver lr ! [ r  292 U.S. 435,440,
5 4  S . C t :  7 8 8 ,  

-

[rue, tta taxpayer deeklng, a deductlm Dust be eble to polnt to an appllcable

8tatute and ahor that he cornea rrlthin lts teros.'r Nev Colonlal Ice 6. v.

HeJverlns, 292 U.S. et 440.

2t .
fhcse provlslone state ln pertlnent pert ae followe:

f162(a) "Iherc shall be allowed aa a deductlon ell the ordlnary end rrecessery
€rpensea prld or lncurred durlng the taxable year ln carrylng on sny trade or
buelncge I i  i r l

!165(a) "lhcre shall be ellowed es a dcductlon any loeg euotalned durlng the
tar(able ycor arrd not cmpenaated jol Ot lnaurance or othernlse.

(c) In tirr t 'o8o of m lndlvlduel, the deductlon under eubaectlon (a) i
ehall bc ltnjlrd 3o (1) loraee tncrsred ln 6 trrdc or buelnees* t lff

l2L2 t 'It thc c:ixc of an tndlvlduel, thore ehell be allotred ar a deductlon
all tho ordlnary ond rrcceesary crpcnics pald or lncurred during thc tuoblo
yaer (l) for the producclcr or coll.ctlon of lncooo t . lfr



I
I
I

1
I

-4-

The  Cour t  l n  o f  t he  op ln lon  tha t  t hc  pe t l t l onc ra  have  fa l l ed  l n  t l r t . l r

o t t cn rp t  t o  po ln t  t o  a  apec l f l c  s ta tu to ry  p rov le lon  w l r l ch  wou ld  pe rn l t  t h r :  t ype

of  deduct lon aE Lssuo.  Thelr  arguoenrr  never thelcss,  ls  a novel  one to th l l r

Ju r l sd l c t l on .

The f l ra t  obstac le vhlc l r  the pet l t lonera have fa l led to hurd le le  D.C.

Code 1973,  !47-1557b(b) ,  whtch readg Ln par t :  t ' In  comput lng ne!  income, no

deductlons ehall be alloved ln any case for (1) Personalr l lvlng o.r fantly
ll

expensesi* * *rr Mr. Puttkarnrrer tegtlf led at trlal that the exchange of dollare

for rupees ,"" 
"""otpllshed 

for the purpose of paylng for pereonal expenses.

The lssuc, therefore, of whether the clalmed deductlons would be allowed had

the unfavorable money exchangee been made ln the furtherance of s trade or

buslness ls not before the Court. Petlt ioners I reasonlng on thts polnt appesrs

to be. that the converslon of dollara to rupees at the requlred "controlled"

rates tn and of  l tse l f  const l tu ted the buaLnesa expense and that  the uee of

rupees thercafter rdas fumaterlal. The Court la of the oplnlon, however, that

the converalon of the noney rnust be vlewed ln context nlth the petlt ioners I

pereonal expendlturee,. lhe alleged loseee or expences reaultlng fron the

dlfference between the "controlledtt end "freerr rates of exchange werer ln

the petlt lonerat c8oe, auetatned ln thelr pureult of pereonalr l lvlng end

fally nattere. Ttrey rere <ileassoclated rrlth Mr. PuCtkamerts i ltrade or

bullnegeft cxcept ln the .enae thet his fallure to con\terc dollera !t the.

Itcqrtmlled" rate uay have resulted ln hle dlsoleeal for epparently l l le.gal

2l
conduct.

ll
Ihe correspondlng federal lncorne tax provlslon ig

i262, nhlch provldee 1n perttnent part as followe:

"Except as otherr. ' lce erpreaaly provlded ln thls
. deductlon alrall be alloued for pereonal, l lvlng, or

2t
See Volr.roe V Martlndal

f o u n d  8 a  2 6  U . S . C .

chapter l  no
faarlly cxpenees."

3398-3399 for a alceteh
of cxchange eontrole ln I

r-*



-5 -

Another  l rnpcdimc,nt  ln  t l re  pet l t lo l rcrs t  path { .s  Lhe caee of

S . E .  L l o y _ e r ,  9  T . C .  f  1 6 8  ( 1 9 4 7 ) .  T h e r e ,  a n  o f  f  l c c r  1 u  t h e  U . S .  A r m y  d u r l n l i

l { o r l d ' n "a r  l l  was  pa ld  1n  Un l ted  S ta tes  cu r r cncy  vhJ le  s ta t l oncd  l n  F rancc

and Enp, land.  He wos,  hor , revcr ,  requtrcd co convert  l r ls  Unl ted Stat ,es currcucy

into fore lgn c l r r rency at  of f tc ia l ly  contro l led rates pr lor  to  maklng locat

expendl tures.  Ae ls  the st tuat . ion ln  the present  case,  these of f lc la l  ratos

compared unfavorably wl th the races ex ls t tng on the b lack rnarkct .  The of I l r :er ,

apparent ly  act lnS under the assurupt lon that  h la forced acceptance of  an

unfavorable rate of  exchange corrst l tu ted a deduct lb le loss,  c la lned deduct lons

on hls federal lncome ta:( returns for t ' loss on foreign exchange.'r The

court ,  ln  af f l r rn lng the Internal  Revenuera d lsal lc l l rance of  thesc deduct lons,

stated that hl-s obtalnlng forelgn currency ac an unfavorable off1c1al rate

was I 'not  a t ransact lon whlch ln  l tse l f  [gave]  r lge to such a loss.r r  The

Boyer case, abseilt a contrary nrl lng by the Dlstrlct of Coltubta Court of

Appeale, l,e pereuaglve ln the caee at bar.

In eunoary,  the Court  must  deny the pet l t loner fe re l te f  becauee they

have not advanced any epeclflc Btatutory provlslon whlch uould pernlt a tex

deduct lon of  th lo nature.  I t  ls ,  thereforet

ORDERED, ADIUDCED and DECREED that Judgnont be end lt lt heraby

entered ln favor of respondeart.

Dated: Lt t- 0 qi
Coplea d.6:

C.l{ .  and C.l l .  Puttknnoer
2899 Audubon Terrace, N. l{ .

.l{aahlngton, D. C.

OffLce of Oorporatlon Counsel
Tax Dlvlslon
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